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EDITORIAL DEPARTMENT NOTE 


very industrial accountant has a personal interest in the subject 
and years ahead will provide the greatest opportunity that industrial 
accountants as a group and industrial accountants as individuals have 
ever had to demonstrate the true value of cost control and cost analy- 
sis as a tool of industrial In this article, Mr. Proctor 
gives his formula for making most of this opportunity. 

The author of this article, P L. Proctor, is Vice President and 
Treasurer of Titeflex, Inc., of Newark. He ‘is also Treasurer and 
Secretary of the Waverly Tool Ae, of Irvington, N. J., and Vice 
President of the Clinton Trust Co., of Newark. Born in York, Eng- 
land, and educated at Yorkminster Choir School, Archbishop Hol- 

gates College of York, and Trini College, Mr. Proctor came 
© this country prior to World War I. He is a New Jersey C.P.A. 
and engaged in public accounting in that state before joining his 
present Company. 

Our second article is an indust - Be. study in which the pro- 
cedures involved in what is called “Butterfat Accounting” for dairies 
is described. The author of this article, Carl B. Schmickly, is Ac- 
countant and Office M rt for Mowrer’s Dairy, of Bethlehem, Pa. 
He is a graduate of the rton School of Finance as the Universi 
of Pennsylvania, and prior to joining his present Company in 19 
served a of bookkeeping, Office Manager of a 
pag book shop, and as a lic accountant with the fi 

rgolis & Co. Mr. Schmi y has been active in the manage- 
meat of the Lehigh Valley Chapter of N.A.C.A., which he is now 
serving as Secretary for the second year. 


Articles lished in the Bulletin present many different viewpoints. 
In publishing them the Association is not sponsoring the views ex- 
pressed, but is ee to provide for its members material which 
will be helpful and stimulating. Constructive comments are wel- 
comed and will be published in the Forum Section of the Bulletin. 
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EFFECTIVE COST CONTROL—OR CATASTROPHE 


By Percy L. Proctor, Vice President and Treasurer, 
Titeflex, Inc., Newark, N. 


SpURING World War I, the profession of cost accounting was 

given a terrific impetus, an impetus that it was not ready to 
accept and sustain. The introduction of cost-plus contracts in 
the field of armament manufacturing demanded from the profes- 
sion greater numbers of skilled cost men than it could provide. 
As a consequence everyone who had gone as far as the 6 times 
multiplication table and had the necessary audacity talked his way 
into a job. From then on he considered himself a cost accountant, 
until somehow, at some future time, he found himself back in 
his old job, his dreams of personal aggrandizement at the expense 
of a young and struggling profession shattered. 

He was bound to fail in the postwar era. What he did not 
realize was that the molding of the payroll and stores report 
figures into unit cost for the purpose of preparing a public voucher 
was not cost accounting, but merely a clerical function. The count 
was against him from the start. How could it be otherwise, for he 
was an extrovert of the first order; it takes an extrovert to in- 
vade a wholly unfamiliar field with such assurance, and any 
profession dealing with figures is not the place for an extrovert. 


Profession Suffered 

If his failure affected him alone, very little harm would have 
resulted, for failure to that class of individual is not ef major 
importance. But in the eyes of management, the profession as a 
whole was placed in disrepute on the quite logical reasoning that 
it embodied no more skills than those evidenced by its practi- 
tioners. 

The reasoning was sound enough, but the facts on which the 
reasoning was based were not facts at all, but mere conjecture. 
If management had taken the trouble to reason out why it was that 
a young profession could, at a moment’s notice, fill the thousands 
of existing vacancies, it would have come to the true conclusion 
that the cost departments of the country were flooded with men 


who were not at all qualified—charlatans and frauds. 
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But the profession of cost accounting, which had made progress 
—slowly but consistently—and which had been building a repu- 
tation of high ideas and ideals, suffered immeasurably by the 
reflected disrespect in which its so-called practitioners were held, 

I recall very vividly a young fellow who worked for me dur- 
ing my cost accounting days with the U. S. Government. He 
was a likeable fellow, who had visions far beyond the possibilities 
of his education, visions of becoming chief cost accountant in 
some nationally-known corporation. He was, at that time, what 
was known as an accountant’s clerk. About 6 months after the 
Armistice, I received a letter from him on his personal stationery 
asking if I had a job for him. Evidently he had gone into public 
practice for, besides his name and address, his stationery imparted 
the information that he was open for consultation on systems, cost 
control, industrial engineering, efficiency engineering, and scien- 
tific management. 

It is pleasing to us all to know that the years since 1918 have 
served to eradicate much of that bad impression, and that today 
it would be difficult to name any outstanding company that does 
not at least make a pretense of cost control. 


Management's Attitude and Understanding 


I cannot say from my observations that the introduction of a 
cost department to a company is always welcomed by manage- 
ment. It is accepted probably as a necessary expense of doing 
business, tolerated rather than welcomed. It is my opinion, 
formed through close association with management during a quar- 
ter of a century of public practice, that generally management 
does not understand figures, is bored by statistics, and has no 
appreciation of accounting. 

I never once met a works manager, for instance, who had any 
knowledge of accounting, either general or cost. I never once 
met a superintendent or a foreman who had the slightest appre- 
ciation of the technique and skills involved in the art, and I must 
also say of them that I never once met one who pretended he 
knew. I met one general manager who had worked his way up 
from bookkeeper to auditor, chief auditor, superintendent, and 
then general manager, and while he admitted that he was pretty 
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rusty, he still retained an appreciation of the -value and aid given 
to him by his accounting departments, both general and cost. 

I have met many presidents of companies who have had no 
knowledge of the subject at all, and I regret to say that in the 
huge majority of cases I found a disposition to cover the defi- 
ciency by bluff and pretense. “How much did we make net?” 
and “How is our current position?” seemed to embrace all they 
wanted to know. They could read a balance sheet in three min- 
utes flat, a record I was never able to equal even in my younger 
days when I thought I knew all there was to know about account- 
ing. Today, when I have grown older and sometimes have grave 
doubts about my ability to read a balance sheet at all—even one 
of my own construction—they leave me flat-footed at the post, 
speechless, and a little incredulous. 

I have found that in the main treasurers have an appreciation 
of general accounting and some an appreciation of cost account- 
ing, but they are not supposed to know what makes the factory 
wheels turn around anyhow, and so they cannot translate the 
figures into a language that the plant manager can understand. 
Thus the whole effort is lost. 


Progress Made Against Resistance 
Against a resistance of this kind, it is surprising that the pro- 
fession has made any headway. And, of course, it is a resistance 
—the subconscious resistance that is human, the resistance against 
any innovation that is not clearly understood, the resistance of 
mental indolence to the study necessary to its comprehension, 
and the resistance to anything which disturbs the usual ‘mode of 
living. All progress the world has ever known has been made 
in the face of such resistance, and no innovation has yet succeeded 
without first upsetting tradition. And the profession has surely 
made progress. Slowly, ploddingly, it has rebuilt and added to the 
prestige which was so badly mauled immediately after World 
War I, and the aspirations and ideals which were never lost 
formed a firm foundation for that job. A quarter of a century 
has provided the time for training and has adorned the pro- 
fession with the grey hairs of wisdom and dignity, without which 
no art can ever succeed. The strides it has made during that time 
have been placed to its credit, there to remain secure against the 
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adverse actions of those who still pretend, and the place it has 
carved in the industrial and commercial life of the country, while 
still small, belongs to the profession by right of conquest—a con- 
quest waged and won against a management that was not only 
unsympathetic, but often hostile. 


The Job Ahead 


There is then, I believe, every reason why the profession should 
approach this postwar period with the calm assurance that its 
adult years have brought such security and confidence that years 
ahead will not be wasted in regaining lost ground. But that is not 
enough. Advancement in technique, in experience, in ingenuity, and 
in objective thinking must continue, and a new art must be intro- 
duced—the art of salesmanship—if further progress is to be made, 

The use of cost control by organizations of the medium size 
class is not general. The doubt about the worth of cost control 
that existed a few years ago has been displaced by the doubt that 
it would work in a particular business.. Management has taken a 
step forward, but only one step, which it has been shamed into 
making. It cannot any longer plead ignorance of the subject— 
that would never do, for the profession has gained too much promi- 
nence and managerial pride would not allow this admission—so 
it takes refuge behind the defense that while cost control may be 
just the thing for the other fellow, it would be wholly ineffective 
in this particular case. A dozen different reasons are cited as 
to why this is so. You have all heard them. 


Method of Attack 

It is against a barricade of this kind that the profession must 
mobilize for combined efforts in the future. Bombardment by 
literature on the subject is quite ineffective, for it is seldom read 
seriously, if read at all. Individual effort is practically wasted, 
primarily because individually nature has endowed you with very 
few of the underlying qualities of salesmanship; this must be so 
or you could not hope to make a success of your chosen profession 
which calls for qualities wholly dissimilar. Association meetings 
serve the purpose of bringing the members of the profession to- 
gether but, I submit, do not serve the purpose of acquainting your 
bosses with your accomplishments nor teaching the value of your 
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knowledge to business men who have never taken advantage of 
your services. 

The profession of cost accounting has advanced in the tech- 
niques of control far more rapidly than the business man has 
advanced in the comprehension of them. Even in a great number 
of those places where the most modern systems are skillfully 
employed, there is not a general appreciation of their possibilities, 
and consequently their value has never been fully exploited. 

It is in this barren field that you must do the plowing and the 
planting, constantly working with all the force of your knowledge, 
with all the weight of example and demonstration, with assurance 
and confidence that when you have accomplished such a relation- 
ship that your employer will feel at ease when discussing the in- 
tricacies of cost and the harvest will be profitable. 


Get Rid of Details 


I am afraid that altogether too many cost accountants are im- 
mersed in detail. The detail of planning and changing cost sys- 
tems, the detail of determining which office machines should be 
installed, the detail of deciphering a poorly made out time ticket, 
and the detail of making decisions of a purely clerical nature are 
all detail which seems to be attached firmly to all department 
heads. The time has come to put away your toys and demonstrate 
the worth of the profession you represent. Never mind your cost 
system; it it is not adequate by this time, call in one of your col- 
leagues. A cost system is only a device necessary to your skill 
and is by no means to be considered as the extent of your skill. 
Give the details of the administration of your department to your 
assistant and make him responsible for them. Divorce yourself 
from all the matters that are extraneous to your profession, matters 
which seem to have been bequeathed to you because you repre- 
sent overhead and therefore should be kept employed. 

The clerical function of cost keeping in private industry is the 
codifying and distribution of current business transactions in the - 
form of figures. The professional function of cost accounting 
in private industry is the translation of those figures back to the 
transactions which gave birth to them, from which certain con- 
clusions for the guidance of management are drawn. I want to 
emphasize that the function of cost keeping is no more a part of 
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the cost accountant’s duty than bookkeeping is a part of the gen- 
eral accountant’s duty. It is presumed that you have all served 
your time posting thousands of time slips or material requisitions, 
and I think that your boss would be quite willing to admit that 
you have passed the primer stage of your profession. Those things 
are behind you; there is nothing more to be gained either by you 
or your employer by continuing with them. On the contrary you 
are losing, with every minute so spent, an opportunity to add to 
your experience as a cost accountant, and your employer is being 
deprived of a knowledge which should be devoted to him. 


The Selling Job 

What management needs is cost interpretation and—although 
it may sound paradoxical—less figures. I know the latter state- 
ment is going to break your hearts. There is nothing that a cost 
accountant loves quite as dearly as a twenty-four column state- 
ment filled with the most beautiful figures reduced to six place 
decimals. Management knows when one of these inspired state- 
ments is in the making. The cost accountant walks around in a 
trance, his eyes dilated and fixed as if on some object he can see 
only indistinctly. He does not eat or sleep or have any communi- 
cation with his family. He becomes thin and seemingly detached 
from the rest of the world. These are the symptoms of another 
sadistic journey into the realm of mathematics, and he does not 
become a normal being until he has solved the problem of pre- 
senting his statements in a little more confusing manner, a little 
more technically, and with one or two places added to the six 
already achieved after the decimal point. 

The day he presents this arithmetical Frankenstein to the boss 
is V-Day to him. He flops it down on the boss’ desk with the air 
of one defiantly daring someone to prove his figures inaccurate. 
He knows all about it and with a great deal of pleasure and self 
satisfaction, he starts to explain it. 

And this is the point I want to make. If that report had been 
prepared with a thought or two about the person who was to re- 
ceive it, the cost accountant would have simplified it, foregoing all 
technical references to the end that it could be understood by any- 
one even though not familiar with cost accounting. Very few ex- 
ecutives have a knowledge of accounting, and, therefore, are 
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bored by reports conveyed to them in the-code of figures. It is 
not the ultimate of a cost accountant’s knowledge to be able to 
amass a lot of figures into what he is pleased to call a statement, 
but rather to interpret those figures. Therefore, I am of the opin- 
ion that one of the changes that must come in the profession is the 
graduation from figure gathering to interpretation and expression 
of that interpretation in the manner of a narrative, using figures, 
if at all, only to support conclusions. 

This is the first selling job and one which you are qualified to 
undertake. If you can present your findings to the boss in such a 
manner that he will take the time to read them and understand 
what you wish to convey to him, then the first and worst barrier 
against general public recognition of the merits of the profession, 
the barrier of ignorance, has been hurdled. 


Reconversion Problems 


We are all a little apprehensive about the future. What is con- 
fronting us in the so-called reconversion period seems to present 
a more difficult puzzle the closer we come to grips with it. Unhap- 
pily, a great misconception has arisen about reconversion. The 
word seems to suggest a rearrangement of machinery and forces 
to take up civilian business just where it was left at Pearl Harbor. 
For thousands of concerns this is not the problem at all. The 
airplane manufacturers will make planes by the hundreds, not by 
the thousands—theirs is not reconversion; it is constriction. The 
same will undoubtedly be true of the engine manufacturers, again 
a problem of constriction and not of reconversion. The only re- 
conversion for a plant such as Willow Run will be changing the 
padlocks on the doors. I can readily see how a company formerly 
engaged in the manufacture of typewriters, and presently turning 
out machine guns, faces a problem of reconversion, but to thou- 
sands of firms the problem will be one of re-establishing a busi- 
ness. 

The first step toward the solution of any problem is to see that 
you are sound and fit to tackle it, for all well-laid plans will avail 
little if it is not possible to put them to the test. Therefore, any 
business man with the slightest foresight has made his company as 
liquid as possible. However, in spite of his efforts in this direction 
he probably still sees that his capital and surplus is reflected in 
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his inventory, while his cash and accounts receivable are dedicated 
to his obligations, the chief one being his obligation to the United 
States for taxes. 

The transfer of inventories to accounts receivable through the 
process of filing termination claims, while possibly not affecting 
his current position according to the principles of accounting, 
will not necessarily benefit his liquid position, for months may 
elapse before such claims are paid. I can cite a recent example 
of a claim audited in April, agreed to in conference during May, 
and paid October 18. 


Some Postwar Problems 


That there will be keener competition I have little doubt. Even 
companies formerly enjoying virtual monopoly have been forced 
by a sense of patriotic duty to disclose their secrets to potential 
competitors. Even though those secrets are protected by patents, 
such potential competitors have now been provided with the means 
to engineer around them. 

The attiude of the Government regarding its 44 corporations 
which now employ 70,000 people, operating at a current loss of 103 
million dollars, with unlimited credit, free mailing, no taxes with 
exception of taxes on real estate, and no need to show profits, 
is a worry to the business man, for here is one competitor against 
whom he has very little chance. 

The necessity of maintaining a high standard of living and con- 
sequently absorbing a high labor cost is another serious question. 
It is serious when you consider that our high living standards 
and wages were made possible by the new manufacturing technique 
of mass production, a technique that is now known to the whole 
world and will become the general postwar policy of industries, 
introducing a far more virulent competition from abroad than we 
have heretofore known. 

I mention a few of the problems confronting business today to 
emphasize my point that what is needed, now more than ever, are 
thinkers. Machines are now doing the task of hundreds of clerks 
in posting, proving, and computing. Calculating machines, book- 
keeping machines, tabulating equipment, and half a dozen other 
types of machines have taken the drudgery out of cost keeping. 
Every machine that is or will be introduced in your department 
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should put you on notice that clerical functions can be mechanized, 
and either you will take the sibilities of a cost accountant, 
or you will see an automaton at your desk, and then . . . catas- 


trophe. 


Obtaining Efficiency in Postwar Operations 

Business men are just awakening from a three-year dream; 
a dream in which they have had the phenomenal experience of 
manufacturing without too much regard for costs; a dream in 
which they experienced no competition at all, and although their 
silent partners, renegotiation and taxes, paid a purely mercenary 
visit at the close of each fiscal period, yet the net result was 
wholly on the credit side of the ledger and not at all unsatisfactory. 

In manufacturing knowledge, they probably are in a better con- 
dition to operate efficiently than ever before, for while their silent 
partners do walk off with most of their profits, those partners 
have paid their full share for a lot of engineering and experiment- 
ing which some day will be developed into new methods, new ma- 
chines, and new processes. It is well known that the benefits of 
general improvements of manufacturing techniques have always 
accrued to the buying public in the way of price reductions, and 
this will undoubtedly be true when the businesses of the country 
again direct their attention to civilian needs. 

A great many of the wartime necessities will be closely scru- 
tinized with the objective of trimming ship. Inspection, which in 
some places reached the astounding figure of one inspector for 
twelve production men, will be examined from the point of al- 
lowable tolerances of civilian manufacture. 

Plant protection will be reviewed from the point of peacetime 
versus wartime risks. Departments having to do exclusively with 
government controls from priorities to manpower will come within 
the orbit of the economy searchlight. Engineering, which has 
concerned itself in a great measure with the constant changes in 
design which actual combat conditions dictate, will have to adapt 
itself to the reduced requirements of a staple product. 

Accounting, both general and cost, will be placed on the micro- 
scope slide for its share of the general examination soon to take © 
place. 
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Acceptance of Cost Accounting—War and Postwar 

Many firms introduced cost accounting into their plants during 
this war because they were almost forced to do so. The Vinson 
Act, which limited profits on Navy contracts if the aggregate of 
those contracts was in excess of $10,000, was the prewar incentive 
to cost accounting. This was followed by the renegotiation act, 
which left us all apprehensive for many months that accounts 
would be examined on a contract basis, and by termination, which 
is strictly contract cost accounting. Even before the Vinson Act 
we had the Robinson-Patman Act that prohibited preferred price 
treatment of one customer over another unless that preference 
could be substantiated by savings in cost. 

These are the facts on which I based my former statement that 
cost departments are not always welcomed by business men; they 
are, rather, tolerated. 

The title of this paper, “Cost Control—or Catastrophe,” is some- 
thing to think about. Catastrophe for whom, business or cost ac- 
counting? Not for business, most certainly not for business. 
Control of business through costs is not only an ideal, but is the 
logical solution to the complexities of operation and provides the 
business pilot with the chart of safe conduct, and business is going 
to have it. 

Not for cost accounting—and I want to make the distinction 
clear between cost accounting and cost accounting. Cost account- 
ing has advanced too far and become one of the essentials of busi- 
ness. Its true worth has been demonstrated too many times for 
it to be universally scrapped. 


The Cost Accountant 


Catastrophe for whom then? Catastrophe for every cost ac- 
countant who has not demonstrated that his ability is not confined 
to gathering figures; who has not demonstrated that lurking in the 
mass of detail passing through his department are facts about 
operation that he can decipher and present to the proper parties 
in understandable form, for their consideration and guidance ; and 
who has not demonstrated that he is a cost accountant rather than 
a cost accountant. 

He is the one who will suffer the catastrophe, either by being 
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displaced by a better practitioner, or going down with the ship 
he has so poorly served. 

Management is going to be critically watchful of you, for in 
many instances you have been forced into the organization by 
events which were outside of management’s control. You are all 
going to be frightfully busy for many months after the war, and 
it is up to you, I believe, to demonstrate that your knowledge, 
properly used, can pay dividends to your company. And who is 
there among you who could sit down right now and present a 
comprehensive statement expressed in dollars and cents of the 
actual savings to your employer affected by your professional 
advice? It would be extremely difficult, I know. Do you not think, 
then, that it is going to be just as difficult for your employer to 
find the answer to that question when he is confronted by the 
necessity of making decisions for the purpose of economy? 

The Challenge and the Opportunity 

Deep down in the inner recesses of the hearts of many of you, 
there dwells a subconscious fear, a fear that is only brought up to 
the mind for a mental airing in your hours of self-inventory and 
meditation, a fear that somehow you are failing to live up to the 
high achievements you had visioned when you accepted accounting 
as your profession, and a fear which is aggravated by the knowledge 
that the invitations to participate in the councils of the manage- 
ment are consistently diminishing. 

The dream that some day business would run on courses charted 
by the cost accountant seemingly has ended for a great many of 
you in a great mass of figures and insufferable detail. That dream 
is ended, is surely ended, but instead of being shattered, it has 
run its course, and the fdture that seemed so far distant years ago 
is here today. Business is ready. Business is ready for the inter- 
pretor, the diagnostician, the pilot, whatever you may want to 
call him. Business is ready for that man who can, by his knowl- 
edge, his skill, his ingenuity and experience, guide it through 
the shoal waters into the deeper and safer channels, channels 
which are constantly being narrowed by restriction and regulation. 

Wake up, Accountants! This is your responsibility, a responsibil- 
ity that many have already accepted, a responsibility that you will 
either accept, or be separated from your profession as inexorably 
as the mill separates pure gold from the dross. 
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BUTTERFAT ACCOUNTING 


By Carl B. Schmickly, Office Manager, 
Mowrer’s Dairy, Bethlehem, Pa. 


us article is a case study of the accounting procedure in- 

volved in determining the amount paid each month to the 
farmer-producers as prescribed under the rules and regulations 
of the Pennsylvania Milk Control Commission for milk sold in 
the Commonwealth of Pennsylvania. The method has become 
commonly known in the industry as “Butterfat Accounting” and 
is practically identical with the method prescribed by the Federal 
Government in those areas operating under the rules of a Federal 
Milk Marketing Area. 


General and Customers’ Accounts 


The general accounts of a dairy are similar to those of any 
general business enterprise, namely, a cash book, purchase book, 
sales book, general journal, and general ledger. In our case, we 
have certain control accounts in the general ledger supported by 
subsidiary detailed accounts and records. However, the nature of 
the business, together with federal and state regulations imposed 
on the industry, has created certain procedures which are not 
found in all forms of business. 

One such peculiarity arising from the nature of the business 
is the absence of handling detailed accounts receivable in the 
general office. Each route driver is charged on a Daily Load Sheet 
for all the products taken out of the refrigerator in the morn- 
ing and is credited at the end of the day on the same load sheet 
with all products returned to the plant and with all cash turned 
in to the cashier. The resulting balance represents the total of 
all accounts which he has entered in his route book. Once each 
week an adding machine tape is taken off of all the balances ap- 
pearing in the route book, and the total is compared with the total 
appearing on his load sheet at the end of the same day. If the 
two totals do not agree, the driver is either “over” or “short” in 
his account. An overage usually indicates he has forgotten to 
credit some customer’s account with a payment received, while 


the driver is required to pay all shortages out of his own pocket. 
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Butterfat Accounting 


Another peculiarity in the industry, arising from government 
regulation, is the practice termed “Butterfat Accounting.” Penn- 
sylvania Milk Control Commission regulations require that the 
amount paid to the farmer-producer (or “patron” as he is called 
by the dairyman) depends upon the use that is made each month of 
the milk which the patron delivers to the dairy plant. The greater 
the quantity of butterfat in the milk, the “richer” we say the milk 
is, regardless of the mineral and water content of such milk. Since 
not all milk delivered to the plant contains the same amount of 
butterfat, the farmer bringing milk with a high butterfat content 
should and does receive a higher price than the farmer bringing 
milk with a low butterfat test. More specifically, the price paid 
to the patron is determined by the butterfat consumed in the 
various products sold during the month. This gives rise to the 
practice of butterfat accounting, which simply means determining 
the total amount of butterfat delivered to the plant during the 
month and the amount of butterfat consumed in the products sold 
to the customers during the same period, with the difference rep- 
resenting loss or “Unaccounted-For Butterfat.” 


Record of Butterfat Receipts 


The first step in butterfat accounting is to determine the total 
butterfat received at the plant during any given month. A small 
sample is taken by the plant weighman from the milk delivered 
by each farmer as it is received into the plant. These samples are 
accumulated in a bottle containing the farmer’s assigned number 
for a 15-day period, and on the fifteenth and last day of each 
month each of these samples is tested for butterfat content by a 
state-licensed milk tester. These tests are reported to the general 
office where, meanwhile, a daily record has been kept of the 
weight of milk delivered each day by each patron. The two butter- 
fat tests taken during the month are averaged by adding the two 
tests and dividing by two. A tape is prepared for each patron, 
showing the daily weights delivered and the total amount of milk 
delivered to the plant. At the top of each tape is written the 
farmer’s number and name and the average butterfat test of his 
milk for the month. 
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These tapes are next sorted according to butterfat tests and a 
total obtained of all milk of like test, and such total is listed on the 
sheet from which the farmers’ pay is computed. By multiplying the 
weight of milk by the corresponding butterfat test we determine 
the pounds of butterfat delivered to the plant. 


Record of Use of Butterfat 


After ascertaining the total butterfat pounds received, we break 
down the use or disposition of the butterfat so received into the 
products manufactured during the month. The sales department 
reports on a sales summary the total units of each kind of prod- 
uct sold. Since the sales unit is a quart, and all calculations are 
made in terms of pounds, it is necessary to convert all sales into 
terms of pounds of product sold. This is accomplished by multi- 
plying the number of quarts sold by the weight of a quart, which 
weight varies with the kind of product. The weight per quart is: 
skim milk, 2.16 lbs.; whole milk, 2.15 Ibs. ; light cream, 2.13 Ibs. ; 
medium cream, 2.11 Ibs.; and heavy cream, 2.09 Ibs. All milk 
sold for human consumption is known as “Fluid Milk,” and is 
termed “Class 1” milk. All other classes are manufacturing classes. 
Class 1 milk produces the highest price, with other classes com- 
manding corresponding lower prices. In our particular firm we 
handle Class 1, Class 2, and Class 6 milk. Class 2 represents milk 
used in the manufacture of ice cream and Class 6 represents milk 
used in the manufacture of cottage cheese. From our manufac- 
turing records the amount of milk used in each class is determined, 
and the butterfat pounds used are computed in the same manner as 
for Class 1 milk. Regulations of the Pennsylvania Milk Control 
Commission provide that all “Unaccounted-For Butterfat” must 
be included and paid for as Class 1 milk. Therefore, taking the 
total pounds of butterfat received, we subtract therefrom the 
Class 6 consumption and the Class 2 consumption and the balance 
automatically becomes Class 1 milk. 


Developing Blended Price 


To determine the “Unaccounted-For Butterfat,” the actual but- 
terfat pounds consumed in Class 1 sales are adjusted by the dif- 
ference between the opening and closing inventories on hand and 
the result subtracted from the Class 1 total obtained, as described in 
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the above paragraph. In other words, the “Unaccounted-For But- 
terfat” is the difference between the calculated Class 1 butterfat 
(determined by subtracting the various classes other than Class 1 
from the total butterfat received) and the butterfat actually con- 
sumed in the Class 1 products sold during the month. This calcu- 
lation is illustrated in Exhibit 1 in the “Butterfat Pounds” col- 
umns. 

- By dividing the total butterfat received during the month by the 
total product pounds received (as shown on the second page of 
Exhibit 1) we ascertain the average butterfat test of all milk 
received. Then, by dividing the butterfat pounds consumed in 
each class by the average butterfat test, we obtain the “Milk 
Equivalent” or quantity of whole milk used to produce each class 
of product, as shown in the last column of the first page of Ex- 
hibit 1. The resulting “Milk Equivalent” for each class is reduced 
to a percentage of total and is known as the “Percentage of Utiliza- 
tion.” The State Milk Control Commission publishes each month 
a schedule of prices to be paid for each class of milk, and by mul- 
tiplying the “percentage of utilization” by the class price we obtain 
the “Blended Price” to be paid the patron for the month in ques- 
tion. 

The prices established by the Control Commission are for milk 
testing 3.5 per cent butterfat and provide a fixed differential to 
be paid for each 1/10 of I per cent butterfat test above or below 
the given 3.5 per cent. Each of these 1/10 of I per cent steps is 
termed a “Point,” and the differentials vary according to the class. 
It is now necessary to adjust the Control Commission price for 
3.5 per cent milk of each class to the average butterfat test of all 
milk received by multiplying the differential for each class by 
the number of points the average butterfat test is either above or 
below the fixed 3.5 per cent test and adding or subtracting the re- 
sult from the published state price for 3.5 per cent milk. By mul- 
tiplying the total pounds of “Milk Equivalent” for each class by 
this adjusted price we determine the total cost of the milk pur- 
chased during the month. 

These calculations are illustrated in the bottom half of the 
first page of Exhibit 1. Since the average butterfat test for the 
month was 3.7, or two points over the base, the $3.40 base price 
for Class 1 milk is increased by $.10 (2 points times .05) to $3.50. 
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The base prices for skim milk and Class 2 and Class 6 milk are 
similarly increased, and the revised price at average test is mul- 
tiplied by the milk equivalent in each case to determine the cost 
for milk purchased during the month. This total amount divided 
by the total milk equivalent gives the average blended price of 
$3.476 per cwt. 


Patrons’ Statements 


Although we now know the cost of the milk purchased in total, 
we must still work up the amount due each individual patron ac- 
cording to the individual butterfat test of the milk sold to the dairy. 
Having established a blended price as described above, the pa- 
tron received a differential of 5¢ per point for all milk testing 
above or below 4.0 per cent butterfat test. Starting with the 
blended price at the average butterfat test for the month, a sched- 
ule of prices is set up as shown on the second page of Exhibit 1 
using the 5¢ differential so that a corresponding price per 100# 
is determined for each test of milk for the month. In this manner 
the patron receives a price based, first, upon the use of the milk 
as delivered and, second, on the “richness” or quality of the milk 
delivered at our plant. 

The patron is paid on the first and sixteenth of each month. On 
the first of the month he receives an advance payment of approxi- 
mately one-half of the amount due him for the milk delivered 
during the month just closed. On the sixteenth of the month he 
receives the balance or settlenment for the milk delivered during 
the previous month. This allows the dairy fifteen days to deter- 
mine the butterfat test of the milk received from each patron and 
make the computations described in this article and prepare the 
checks and patrons’ statements in settlement of the milk purchased. 
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